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REPORT OF THE GAS ADVISORY COMMITTEE 


CHAPTER 1 
INTRODUCTION 

El. The Government of Maharashtra, under the Industries and Labour 
Department, Resolution No. GCS. 1163/52631-IND-I, dated 16th February 
1063 (Appendix A), appointed this Gas Advisory Committee and required it 
to “ investigate the cost of production and supply of Gas to the Consumers 
in the context of the situation now obtaining and likely to develop in the fore¬ 
seeable future and recommend to Government whether any revision in the 
price at present charged by the Bombay Gas Company Limited to the consumer 
is called for and, if so, to what extent and in which manner The term of 
office of the Committee was to expire after six months from the date of the 
Resolution i.e. on the 15th August 1963. Due to other pre-occupations of the 
Members of the Committee, the term was extended till the 30th September 
1963, -vide Industries and Labour Department, Resolution No. GCS. 1163/ 
40406-IND-I, dated 30th luly 1963 (Appendix B). A few days before this 
extended term was due to expire the Committee received two representations, 
one from the Bombay Labour Union and the other from the Bombay Gas 
Company Staff Association, requesting the Committee to take into account 
the Charter of Demands submitted by the two organisations to the Industrial 
Tribunal* It became necessary, therefore, to obtain further information 
about the present scales of pay etc. and the demands of the employees of the 
Company and, consequently, it was not possible to finalise the report before 
he 30th September, Government was, therefore, requested to further extend 
the term of office of the Committee till the 31st October 1963, which was done 
under Industries and Labour Department, Resolution No. GCS. 1163/40406- 
IND-I, dated 7th October 1963, Appendix (C). 

1.2. The Committee held in all 10 meetings between the months of April 
and October 1963. The Memorandum and other documents submitted by 
the Bombay Gas Company and the statements of cost etc. which we got prepared 
were examined and discussed at 6 of these meetings and at 2 meetings the Finan¬ 
cial Adviser, the General Manager and Secretary and other representatives 
of the Bombay Gas Company were heard. The remaining 2 meetings were 
devoted to the finalisation of findings and drafting of the report. 

(g.c.p.) mo-a Qc 4397 (181—6-65) 
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CHAPTER II 

OPERATIONS OF THE COMPANY 

2.1. The Bombay Gas Company Limited is a Company registered in 
the United Kingdom and operating in the city of Bombay producing and 
distributing coal gas to the citizens of Bombay for lighting and fuel. It has 
been in this business since about 1863 and the scope and results of its business 
in the last ten years are indicated by the following figures :— 


Year 

Number of 

consumers 

Total gas distributed 
CFT 

Dividend declared 

1 

2 

3 

4 

1952 

.. 14,807 

1,193,853,200 

71 per cet. free of tax. 

1953 

. 14,814 

1,295,043,100 

12 per cent, free of tax. 

1954 

. 14,800 

1,329,048,600 

121 per. cent, free of tax. 

1955 

.. 14,747 

1,337,555,600 

121 per cent, free of tax. 

1956 

. 14,742 

1,342,743,900 

12£ per cet. free of tax. 

1957 

. 15,426 

1,392,986,900 

4 per cent, free of tax. 

1958 

. 16,380 

1,461,982,500 

41 per cent, free of tax. 

1959 

. 16,685 

1,499,006,000 

6 5 per cent. Gross. 

4-55 per cent. Nett. 

1960 

. 16,747 

1,561,884,300 

6 5 per cent. Gross. 

4'55 per cent. Nett. 

1961 

.. 18,288 

1,549,983,300 

5 per cent. Gross. 

3-5 per cent. Nett. 

1962 

. 18,287 

1,606,720,700 

Nil 


2.2. The Company’s paid up capital is £ 300,000 consisting of 3,000,000 
shares of shillings 2 each, which in Indian currency is equivalent to about 
Rs. 4,000,000. The Company has built up large reserves over the past many 
years of which a part, amounting to Rs. 38,63,534 has been invested in other 
companies in India. 

2.3. It is to be observed that, even though the company enjoyed prosperity 
in the past, it did not take any steps to increase to any significant extent the 
scope of its operations. The auditors of the Company have been repeatedly 
stating that such investment is ultra vires of the Memorandum and Articles 
of Association of the Company, but the Company has been contending that 
the investments are in order. During the discussions which we had with the 
representatives of the Company, on the 16th and 17th August 1963, there was 
no clear answer to the query as to why the Company did not reinvest these 
reserves in expanding the main business of the Company and reaching a larger 
number of consumers. 
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CHAPTER III 

PROCEDURES OF THE COMMITTEE 

3.1. The Company does not maintain any cost accounts, but has been 
content with financial accounts only. Its operations include, besides, process¬ 
ing and sale of a number of co-products, such as coke, tar, etc., which account 
for more than 50 per cent, of its total sale-proceeds during any year. No. 
departmental accounts have been maintained, or can now be satisfactorily 
prepared, for any of these co-products. Necessary cost accounts for the pro¬ 
duction and distribution of gas had, therefore, to be constructed on the basis 
of the Company’s financial accounts only and by treating all the operations 
of the company as an integreated whole. The cost so worked out has been 
calculated in terms of units of 1,000 eft. of gas produced and sold. 

3.2. The statements of cost prepared as above have been accepted by the 
Company as correct. These cost accounts related, however, to the year 1962. 
Some of the additional burdens cast on the operations of the Company during 
the course of that year did not yet have their full impact on costs for a whole 
year. Besides, new statutory imposts and other burdens came into being 
during 1963. The Company, therefore, prepared detailed statements of the 
additional burdens which yet require to be reckoned with as well as the other 
factors affecting costs which it wanted to be taken into account for the purpose 
of costs during 1963. The conclusions of the Committee, as finally emerging 
from its deliberations, are summed up in the statement at Appendix D. 

3.3. The Memorandum submitted earlier by the Bombay Gas Company 
is an elaborate document and contains, inter alia, many points of a theoretical 
and debatable character. The Committee decided to exclude outright some 
of the items of expenditure which the Company wanted to be included in the 
cost structure. For instance, the Company had asked for development rebate 
and provision for rehabilitation, as items chargeable towards the consumer 
price of town gas. These items have not been accepted by us, because, in 
our opinion, the consumer should not be made to bear the burden of any 
substantial expansion or of any large scale modernisation of the plant. Any 
large scale expansion or modernisation of the plant should, in our opinion, 
be financed primarily by inducting fresh capital into the business. Similarly, 
the Company had introduced into its argument a comparison between the 
consumer prices of town Gas and of alternative fuels, like L. P. G. (Burshane, 
Mobile Flame, etc.). In our opinion, such a comparison is extraneous to 

Qc 4397a 
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the calculation of the cost of production and supply of town gas, with 
which this Committee is mainly concerned. We have, therefore, decided not 
to give any consideration to the price charged by other producers for their 
products, which are not regulated by law and which this Committee was never 
called upon to examine. 

3.4.1. The Company has asked for increase in the consumer price on account 
of three other items, viz. (a) additional expenditure on account of incremental 
burden consequent to wage scale increases in the time scale, ( b ) incidence of 
any Award that the Industrial Tribunal might make in response to the Charter 
of Demands from the employees, which is pending adjudication and (c) liability 
of the Company arising out of (i) revision of contribution under the Employees’ 
Provident Fund from 6£ per cent to 8 per cent and(»)on account of proposed 
substitution of the present levy of Town Duty by Octroi under a Bill recently 
published by the Government of Maharashtra to amend the Bombay Municipal 
Corporation Act. 

3.4.2. As regards (a) the Committee held that the margin allowed in 
Appendix D for Contingencies should cover any incremental burden that the 
Company would have to bear. Such financial burdens are a normal part 
of the operations of every employer and very often these are mutually self- 
adjusting between the increases and decreases during the various periods. 
The Committee, therefore, did not consider it necessary to make any extra 
provision on this account. 

3.4.3. As regards ( b ), the Charter of Demands is still pending decision 
before the competent forum and the Committee has no means of divining 
what the outcome of that submission would be. The Company has calculated 
the incidence of increase in wage at Rs. 0-49 nP. per unit of 1000 eft. The 
Bombay Labour Union and the Bombay Gas Company Staff Association have 
also asked the Committee to take this incidence into account while fixing the 
consumer price of town gas. It is not within the terms of refence of this 
Committee to sit in judgement on the tenability or otherwise of the Charter 
of Demands, nor is it possible for us to predict with any degree of accuracy 
as to which of these demands will be accepted by the Tribunal and what the 
contents of the Award are likely to be. We have, therefore, excluded this 
item from our consideration and passed the cost structure of production and 
supply as given in Appendix D without this incidence being reflected in it. 

3.4.4. As regards (c) the intimation about this increase one already effective 
and the other which may or may not become effective—was received by the 
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Committee only on the 15th October 1963, when findings had been finalised. 
The Committee has, therefore, not taken this item into consideration while 
determining the price chargeable to the consumer for town gas. 

3.5. The Company has represented that, irrespective of the revision of 
basic wages, the employees have been demanding Bonus at the rate of two 
months’basic wages and salaries and that it would not be possible for the 
Company to stave off any longer this issue, which has become almost a normal 
feature of all private sector undertaking. This point has also been raised 
by the Bombay Labour Union and the Bombay Gas Company Staff Association 
in the representations which they submitted to the Committee. We, however, 
excluded this item from our consideration in view of the fact that this issue is 
also for decision by the Industrial Tribunal. 

CHAPTER IV 
ACCEPTED ITEMS 

4.1. It will be seen from Appendix ‘ D ’ that the cost of production and di¬ 
stribution of gas in 1962, per a Unit of 1,000 eft. of gas, has been found to be 
Rs. 4 03 as per items of expenditure accepted mutually by the Committee and 
the Company. The additional burden of the statutory increases in prices and 
costs during 1962-63 has been estimated at a total of Rs. 0 48, and this estimate 
has been accepted by the Committee as applicable to the overall operations of 
the Company. The Company has not, in its submissions, made a proportion¬ 
ate allocation of this increase between gas and co-products. The propor¬ 
tionate share allocable to gas came to a total of 23 nP. per unitl2nP. 
for item (a) and 11 nP. for item ( b) of Appendix ‘ D ’ according to our calcula¬ 
tions. The Company was called upon to give detailed information in this 
connection and, from the data furnished by the Company, it appeared to the 
Committee that there was substance in the Company’s representation that the 
pro-rata allocation would not take care of the actual burden falling on the 
Company as a result of the statutory increase. An additional factor which 
weighed with the Committee was the fact that, lately, the price of coke has 
been on the decline and, from the figures which the Company placed before the 
Committee, it is seen that the Company has had to sell coke during 1962-63 at 
prices substantially below the controlled price. Inspite of such sub-cost sales, 
the stock of coke with the Company has been piling up, and this has placed the 
Company in further difficulty by way of the amount locked up in the unsold 
coke on hand. It is also observed that the Company is facing financial diffi¬ 
culties since 1962 and its fiscal position has worsened during 1963. As a result. 
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heavy borrowings became necessary and the Company is not in a position to 
declare any dividend over its operations during 1962. The market for coke is 
facing an upheaval due to the cheap coke available from the old and new 
steel works in the country and it is not unlikely that the predicament of the 
Company may continue for quite some time. The Committee has, therefore, 
allowed a weighted allocation towards cost of gas on account of increases 
under items ( a ) and ( b ) of Appendix D. 

4.2. It is seen that the Bombay Gas Company is making supply of gas to 
the Bombay Municipal Corporation at reduced rates, which are below the 
estimated cost of production. The cost of production, together with weighted 
allocation for statutory increase and excluding the receipts from investments 
in outside concerns, has been estimated, vide appendix ‘ D ’ at Rs. 5'00 per unit. 
As against this, the Company, under a renewable quinquenial agreement, is 
supplying gas at Rs. 3‘47 per unit with an escalator clause attached to the 
operation. Even with the operation of this escalator clause, the rate chargeable 
can only appreciate to Rs. 3 69 per unit, as against our estimated fair price of 
Rs. 5 per unit. The difference in the present cost as calculated in Appendix D 
and the price charged to the Municipal Corporation works out to Rs. 131 per 
unit. About 18 per cent, of the total gas produced by the Bombay 
Gas Company is supplied to the Bombay Municipal Corporation and, on this 
basis of subsidised sale of nearly l/5th of the total gas produced, the 
impact of this loss would appear to work out in the neighbourhood of 26 nP. 
per unit. The Committee feels that the provision of 26 nP. per unit to offset 
this loss would be necessary. 

4.3. We have explained in Chapter II, why we have not accepted the 
charge on account of rehabilitation in the sence of any large scale modernisa¬ 
tion of the plant or any substantial expansion in the out put of gas. We have 
also observed, at the same time, that the present consumer should meet the 
cost of such marginal improvement and expansion as may become necessary 
in the interest of the efficient functioning of the undertaking. On this account, 
the Committee considered it reasonable to allow a provision of Rs. 0-12 to take 
care of any contingencies which might arise in the wake of such marginal im¬ 
provement. The Company is at present selling 16,76,721 units of gas, as per 
the sales statistics for the year 1962. The return to the Company, therefore, 
under this provision for contingencies, will amount to a recurring gain of 
Rs. 2,01,206 52 per year. The Committee considers that, over a period of time, 
this additional return should enable the Company to tide over the day-to-day 
contingent expenditure which might have to be incurred in the interest of main¬ 
taining efficient service to the consumers. The Company had claimed Re. 0 21 
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per unit to meet contingent expenditure, which figure is not acceptable to the 
Committee, because every obligatory expenditure has already been accommo¬ 
dated by us under items (a), (6) (c) and (e) of Appendix D. 

4.4. The previous committees had taken the stand that the Company is a 
public utility concern and, therefore, its margin of profit should be as near to the 
‘no profit no loss’ basis as possible. In this connection, the present Committee 
has examined the margin of profit which is accepted by the Tariff Commission 
and other pricing committees to other public utility concerns, like the Iron, 
Steel, Cement and Electricity undertakings in the country. We have come 
to the conclusion that the rate of return of capital, for a public utility 
concern also, should be not only reasonable but sufficient to enable the 
concern to function efficiently.' In our opinion, a utility Company should 
enjoy sufficient return to enable it to continue to operate successfully, to main¬ 
tain its financial integrity, to attract capital, and to compensate its investors. 
We have, therefore, recommended a return of 14 per cent (before deduction of 
Corporation tax) on paid-up capital, which would enable the Company, after 
tax deduction, to pass on about 6 to 7 per cent, dividend to the share-holders. 
The incidence of this reasonable return to shareholders works out to Rs. 0 35 
per unit. 

4.5. The Committee would like to place on record at this stage the fact that 
this is a major break-through for the Company and that, if it manages its 
operations efficiently, this return should enable it not only to keep up its 
reputation as a viable undertaking but also to attract new capital for the purpose 
of embarking on a large scale expansion of its operations. The ball is now 
in the Company’s court and it is upto the Company to demonstrate its earnest¬ 
ness to carry out the assurances of expanding its operations, which it has 
given subject to a fair price being determined by Government. It is also 
noteworthy that the entire incidence of this item is being allocated to the 
production and distribution of town gas on the assumption that the co-products 
cannot yield any further profit. 

4.6. As observed in Chapter II of this report, the Company has invested an 
amount of Rs. 38,63,534 out of its reserves, in outside concerns. The dividends 
from these investments amounted to Rs. 1,41,187 during 1962. Similarly, 
the Company earned Rs. 20,387 on account of transfer fees and casual receipts 
and Rs. 81,137 on the Fittings Account etc., during the same period. The 
total incidence of these extra receipts w«rks out to Re. 0T4 per unit of gas 
produced. This amount has been deducted from the price chargeable to the 
consumer. 
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CHAPTER V 

RECOMMENDATIONS 


5.1. The Committee recommends that the price to be charged by the Bombay 
Gas Company to consumers, other than the Bombay Municipal Corporation, 
should be revised and increased from Rs. 3'94 to Rs. 5 per unit of 1,000 eft. of 
gas, as per the position summarised in Appendix D. 

5.2. While arriving at the above consumer price of town gas, the Committee 
has excluded from consideration the probable incidence on account of any 
grant of bonus or increase in wages etc. that may be awarded by the Industrial 
Tribunal, as well as the increase claimed by the Company due to the revision of 
contribution under the Employees’ Provident Fund Act and the substitution of 
Octroi in place of Town Duty under the Bill published by the State Government. 


P. G. KHER, Chairman. 

S. L. BHALLA, Member. 

H. NANJUNDIAH, Member. 

V. S. TAMBAY, Member-Secretary. 

APPENDIX “A ” 

Gas Advisory Committee. 
Appointment of- 

GOVERNMENT OF MAHARASHTRA. 

Industries and Labour Department. 

Resolution No. GCS. 1163/52631-1ND-I-I. 

Sachivalaya, Bombay-32, 16th February 1963. 


In exercise of the powers conferred by section 5 of the Bombay Gas Supply Act, 1939 
(Bom. IX of 1939), the Government of Maharashtra is pleased to constitute an Advisory 
Committee which shall consist of—• 

Cltar man. 


Shri P. G. Kher, M.L.A. 


Members. 


Shri S. L. Bhalla, Additional Secretary to the Government of Maharashtra, Finance 
Department. 

Shri H. Nanjundiah, Deputy Secretary to Government of Maharashtra, Industries 
and Labour Department, and 

Shri V. S. Tambay, Joint Director of Industries, Bombay, Member and Secretary. 

2. The Committee shall investigate the cost of production and supply of gas to the consu¬ 
mers in the context of the situation now obtaining and likely to develop in the foreseeable 
future and recommend to Government whether any revision in the price at present charged 
by the Bombay Gas Company Ltd., to the consumers is called for and, if so, to what extent and 
in which manner. 

3. The Committee may summon and examine any withnesses whose evidence it may 
consider necessary for the proper performance of its duties under this Resolutions. 

4. The Committee shall complete its investigation and make its recommendation/recommen¬ 
dations to Government within a period of six months from the date of this Resolution. 



9 


5. Travelling Allowance under rule 1 (1) (b) of Appendix XLII-A to Bombay Civil 
Services Rules Manual Volume II should be paid to the non-official member of the 
Committee. The cost should be debited to the grants placed at the disposal of the Indus¬ 
tries Commissioner, Bombay, under “ 35-Industries ”. 

6. The accompanying notification should be published in the Maharashtra Government 
Gazette. 

7. This Resolution is issued with the concurrence of the Finance Department vide its 
un-official reference No. 4777-VI, dated 16th February 1963. 

By order and in the name of the Governor of Maharashtra, 

H. S. NARGUND, 

Assistant Secretary to Government. 

To 

The Fianance Department (Branch VI), 

The Urban Development and Public Health Department, 

The Industries Commissioner, Bombay/The Gas Inspector, Bombay, 

The Pay and Accounts Officer, Bombay/The Accountant General, Bombay, 

The Municipal Commissioner, Bombay Municipal Corporation, Bombay, 

The Bombay Gas Company Ltd., Bombay (By letter), 

Shri P. G. Kher, M.L.A., (By letter), 

ShriS. L. Bhalta, Additional Secretary to the Government of Maharashtra, Finance 
Department, 

Shri V. S. Tambay, Joint Director of Indistries, Bombay, 

Shri H. Nanjundiah, Deputy Secretary, Industries and Labour Department. 

APPENDIX ‘ B ’ 

Gas Advisory Committee : 

Extension of tenure of the— 

GOVERNMENT OF MAHARASHTRA 

Industries and Labour Department 

Resolution No. GCS.1163/40406-IND-I 
Sachivalaya Annexe, Bombay-32, 30th July 1963 

Read.— Government Resolution, Industries and Labour Department, No. GCS.l 163/52631- 
IND-T, dated the 16th February 1963. 

Resolution .—Government is pleased to extend further the tenure of office of the members 
of the Gas Advisory Committee constituted under Government Notification, Industries and 
Labour Department, No. GAS. 1163/52631-IND-I. dated the 16th February 1963, from 16th 
August 1963 to 30th September 1963. The printed overleaf, accompanying Notification 
should be published in the Maharashtra Government Gazette. 

2. This Government Resolution issues with the concurrence of the Finance Department 
vide its un-official reference No. 17579/3476-VI, dated 26th July 1963. 

By order and in the name of the Governor of Maharashtra, 

H. S. NARGUND, 
Assistant Secretary to Government, 
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To 

The Finance Department (Branch VI), 

The Urban Development and Public Health Department, 

The Industries Commissioner, 

The Gas Inspector, Bombay, 

The Pay and Accounts Officer, 

The Accountant General, Bombay, 

The Municipal Commissioner, Bombay Municipal Corporation, Bombay, 

The Bombay Gas Company Limited, Bombay (By letter), 

Shri P. G. Kher, M.L.A. (By letter), 

Shri S. L. Bhalla, Additional Secretary to the Government of Maharashtra, Finance 
Department, 

Shri V. S. Tambay, Additional Secretary to Government of Maharashtra, Co-operation 
and Rural Development Department, 

Shri H. Nanjundiah, Deputy Secretary, Industries and Labour Department. 

NOTIFICATION 

INDUSTRIES AND LABOUR DEPARTMENT 

Sachivalaya, Bomay-32, 30th July 1963 

Bombay Gas Supply Act, 1939. 

No.GCS. 1163/40406-IND-I.—Government is pleased to extend further the tenure of office 
of the members of the Gas Advisory Committee constituted under Government Notifica¬ 
tion, Industries and Labour Department, No. GAS.1163/52631-IND-I, dated the 16th 
February 1963, from 16th August 1963 to 30th September 1963. 

By order and in the name of the Governor of Maharashtra, 

H. S. NARGUND, 

Assistant Secretary to Government. 


APPENDIX ‘ C ’ 

Gas Advisory Committee 
Extension of tenure of the— 
GOVERNMENT OF MAHARASHTRA 

Industries and Labour Department 
Resolution No. GC.S. 1163/40406-IND-I 
Sachivalaya, Annexe Bombay-32, 7th October 1963. 

Read. —Government Resolution, Industries and Labour Department, No.GCS. 1163/52631- 
IND-I, dated the 16th February 1963. 

Government Resolution, Industries and Labour Department, No. GCS.l 163/40406-IND-I, 
dated the 30th July 1963. 

Resolution. —Government is pleased to extend further the tenure of office of the members 
of the Gas Advisory Committee constituted under Government Notification, Industries and 
Labour Department, No. GAS. 1163/52631-IND-I, dated the 16th February 1963, from the 
1st October 1963 to the 31st October 1963. The accompanying Notification should be 
published in the Maharashtra Government Gazette, 
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2. This Government Resolution issues with the concurrence of the Finance Depart¬ 
ment vide its un-official reference No. 20478/3945-VI, dated the 5th October 1963. 

By order and in the name of the Governor of Maharastra, 

H. S. NARGUND, 

Assistant Secretary to Government. 

To 

The Finance Department, 

The Urban Development and Public Health Department, 

The Industries Commissioner, 

The Gas Inspector, 

The Pay and Accounts Officer, Bombay, 

The Accountant General, Bombay, 

The Municipal Commissioner, Bombay Municipal Corporation, Bombay, 

The Bombay Gas Company Limited, Bombay (By letter), 

Shri P. G. Kher, M.L.A. (By letter) 

Shri S. L. Bhalia, Additional Secretary to Government of Maharashtra, Finance 
Department. 

Shri V. S. Tambay, Additional Secretary to Government of Maharashtra, Co-opera¬ 
tion and Rural Development Department, 

Shri H. Nanjundiah, Deputy Secretary, Industries and Labour Department. 


Accomp. —Notification. 

NOTIFICATION 

INDUSTRIES AND LABOUR DEPARTMENT 
Sachivalaya, Bombay-32, 7th October 1963 
Bombay Gas Supply Act, 1939. 

No.GCS.1163/40406-IND-I.—Government is pleased to extend further the tenure of office 
of the members of the Gas Advisory Committee constituted under Government Notification, 
Industries and Labour Department, No. GAS. 1163/52631-IND-I, dated the 16th February 
1963, from the 1st October 1963 to the 31st October 1963. 


By order and in the name of the Governor of Maharashtra, 

H. S. NARGUND, 
Assistant Secretary to Government. 
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